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be capitalized and depreciated in ac-
cordance with the provisions of 9904.404
and 9904.409.

(d) When a procuring agency imposes
a net savings requirement for the pay-
ment of restructuring costs, the con-
tractor shall submit data specifying

(1) The estimated restructuring costs
by period,

(2) The estimated restructuring sav-
ings by period (if applicable), and

(3) The cost accounting practices by
which such costs shall be allocated to
cost objectives.

(e) Contractor restructuring costs de-
fined pursuant to this section may be
accumulated as deferred cost, and sub-
sequently amortized, over a period dur-
ing which the benefits of restructuring
are expected to accrue. However, a con-
tractor proposal to expense restruc-
turing costs for a specific event in a
current period is also acceptable when
the Contracting Officer agrees that
such treatment will result in a more
equitable assignment of costs in the
circumstances.

(f) If a contractor incurs restruc-
turing costs but does not have an es-
tablished or disclosed cost accounting
practice covering such costs, the defer-
ral of such restructuring costs may be
treated as the initial adoption of a cost
accounting practice (see 9903.302–2(a)).
If a contractor incurs restructuring
costs but does have an existing estab-
lished or disclosed cost accounting
practice that does not provide for de-
ferring such costs, any resulting
change in cost accounting practice to
defer such costs may be presumed to be
desirable and not detrimental to the
interests of the Government (see
9903.201–6). Changes in cost accounting
practices for restructuring costs shall
be subject to disclosure statement revi-
sion requirements (see 9903.202–3), if ap-
plicable.

(g) Business changes giving rise to re-
structuring costs may result in
changes in cost accounting practice
(see 9903.302). If a contract price or cost
allowance is affected by such changes
in cost accounting practice, adjust-
ments shall be made in accordance
with subparagraph (a)(4) of the CAS
clause (see 9903.201–4(a)(2), 9903.201–
4(c)(2) and 9903.201–4(e)(2)).

(h) The amortization period for de-
ferred restructuring costs shall not ex-
ceed five years. The straight-line meth-
od of amortization should normally be
used, unless another method results in
a more appropriate matching of cost to
expected benefits.

(i) Restructuring costs that are de-
ferred shall not be included in the com-
putation to determine facilities capital
cost of money (see 9904.414). Specifi-
cally, deferred charges are not tangible
or intangible capital assets and there-
fore are excluded from the facilities
capital values for the computation of
facilities capital cost of money.

(j) Restructuring costs incurred at a
home office level shall be treated in ac-
cordance with the provisions of
9904.403. Restructuring costs incurred
at the segment level that benefit more
than one segment should be allocated
to the home office and treated as home
office expense pursuant to 9904.403. Re-
structuring costs incurred at the seg-
ment level that benefit only that seg-
ment shall be treated in accordance
with the provisions of 9904.418. If one or
more indirect cost pools do not comply
with the homogeneity requirements of
9904.418 due to the inclusion of the
costs of restructuring activities, then
the restructuring costs shall be accu-
mulated in indirect cost pools that are
distinct from the contractor’s ongoing
indirect cost pools.

(k) This section is applicable to con-
tractor ‘‘restructuring costs’’ paid or
approved on or after August 15, 1994.

[62 FR 31308, June 6, 1997]

9904.406–62 Exemption.

None for this Standard.

9904.406–63 Effective date.

This Standard is effective as of April
17, 1992. Contractors with prior CAS-
covered contracts with full coverage
shall continue this Standard’s applica-
bility upon receipt of a contract to
which this Standard is applicable. For
contractors with no previous contracts
subject to this Standard, this Standard
shall be applied beginning with the
contractor’s next full fiscal year begin-
ning after the receipt of a contract to
which this Standard is applicable.
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9904.407 Use of standard costs for di-
rect material and direct labor.

9904.407–10 [Reserved]

9904.407–20 Purpose.
(a) The purpose of this Cost Account-

ing Standard is to provide criteria
under which standard costs may be
used for estimating, accumulating, and
reporting costs of direct material and
direct labor; and to provide criteria re-
lating to the establishment of stand-
ards, accumulation of standard costs,
and accumulation and disposition of
variances from standard costs. Con-
sistent application of these criteria
where standard costs are in use will
improve cost measurement and cost as-
signment.

(b) This Cost Accounting Standard is
not intended to cover the use of pre-es-
tablished measures solely for esti-
mating.

9904.407–30 Definitions.
(a) The following are definitions of

terms which are prominent in this
Standard. Other terms defined else-
where in this chapter 99 shall have the
meanings ascribed to them in those
definitions unless paragraph (b) of this
subsection requires otherwise.

(1) Labor cost at standard means a pre-
established measure of the labor ele-
ment of cost, computed by multiplying
labor-rate standard by labor-time
standard.

(2) Labor-rate standard means a pre-
established measure, expressed in mon-
etary terms, of the price of labor.

(3) Labor-time standard means a pre-
established measure, expressed in tem-
poral terms, of the quantity of labor.

(4) Material cost at standard means a
pre-established measure of the mate-
rial element of cost, computed by mul-
tiplying material-price standard by
material-quantity standard.

(5) Material-price standard means a
pre-established measure, expressed in
monetary terms, of the price of mate-
rial.

(6) Material-quantity standard means a
pre-established measure, expressed in
physical terms, of the quantity of ma-
terial.

(7) Production unit means a grouping
of activities which either uses homo-

geneous inputs of direct material and
direct labor or yields homogeneous
outputs such that the costs or statis-
tics related to these homogeneous in-
puts or outputs are appropriate as
bases for allocating variances.

(8) Standard cost means any cost com-
puted with the use of pre-established
measures.

(9) Variance means the difference be-
tween a pre-established measure and an
actual measure.

(b) The following modifications of
terms defined elsewhere in this Chapter
99 are applicable to this Standard:

(1) Actual cost. An amount deter-
mined on the basis of cost incurred.

(2) [Reserved]

9904.407–40 Fundamental require-
ment.

Standard costs may be used for esti-
mating, accumulating, and reporting
costs of direct material and direct
labor only when all of the following
criteria are met:

(a) Standard costs are entered into
the books of account.

(b) Standard costs and related
variances are appropriately accounted
for at the level of the production unit.

(c) Practices with respect to the set-
ting and revising of standards, use of
standard costs, and disposition of
variances are stated in writing and are
consistently followed.

9904.407–50 Techniques for applica-
tion.

(a)(1) A contractor’s written state-
ment of practices with respect to
standards shall include the bases and
criteria (such as engineering studies,
experience, or other supporting data)
used in setting and revising standards;
the period during which standards are
to remain effective; the level (such as
ideal or realistic) at which material-
quantity standards and labor-time
standards are set; and conditions (such
as those expected to prevail at the be-
ginning of a period) which material-
price standards and labor-rate stand-
ards are designed to reflect.

(2) Where only either the material
price or material quantity is set at
standard, with the other component
stated at actual, the result of the mul-
tiplication shall be treated as material
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